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Dear Stakeholders, 

The Calgary Portfolio Management Trust (CPMT) Class of 2020 would like to extend our gratitude to the Board of 

Trustees for its continued commitment and engagement with the program. We would also like to sincerely thank 

the CFA Society of Calgary and the CPMT alumni for their commitment and support. Finally, we would like to thank 

all of our supporters in the Calgary business community for their vested interest in the program.  

A vital component of the CPMT experience is the mentorship program, which provides students with invaluable 

support from technical expertise to career guidance. The CPMT is grateful for all of the professionals who have 

made themselves available to students for the upcoming year. We have learned a vast amount from our mentors 

and look forward to continuing another year of collaborative mentorship. 

Another important part of the CPMT is the speaker series program, where industry professionals take valuable time 

out of their day to speak with the Fund. The CPMT team is grateful to all of the professionals that have made the 

time to speak with us. The knowledge and relationships built through these engagements have greatly contributed 

to the ongoing improvement and success of the Fund.  

Following an eventful year of entering the U.S. market and a comprehensive reshaping of the portfolio, the CPMT 

continues to carry the momentum and rigor of last year’s work into fiscal year 2020. The Fund currently sits at a 

51/49 weighting between Canadian and U.S. equities, in-line with our 50/50 target. The CPMT now aims to optimize 

its current portfolio, allocating funds to high-quality names that fit our investment mandate of: (1) high caliber 

management team, (2) sustainable competitive advantage, (3) strong balance sheet, and (4) growing free cash 

flow. Additionally, we continue to evaluate investment decisions in the context of sector weightings, portfolio 

strategy, and our macroeconomic outlook. 

Involvement in the CPMT program offers invaluable exposure to a challenging and scholastic environment, creating 

an unrivaled student experience. We hope that the ongoing effort put forth by students, along with external support, 

will continue to develop knowledgeable and skilled graduates from the program. We are eager to continue to 

innovate and improve the program and will strive to maintain our commitment to excellence.   

Sincerely,  

 

Ben Dimnik, Portfolio Manager Brian Timmerman, Portfolio Manager 

________________________ ________________________ 

Colton Borle, Portfolio Manager Faiz Dossa, Portfolio Manager 

________________________ ________________________ 

Lucas Peters, Portfolio Manager Mahdis Sadeghi, Portfolio Manager 

________________________ ________________________ 

Nicole Livingston, Portfolio Manager Scott McNichol, Portfolio Manager 

________________________ ________________________  

 

Class of 2020 
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Biographies

CPMT CLASS OF 2020 

BEN DIMNIK 

Portfolio Manager 

5th Year, Finance  

Ben joined the CPMT in March 2018 as an Investment Analyst. Ben is looking forward to improving his portfolio 

management, financial modeling, and valuation skills. Over his Bachelor of Commerce, Ben has worked for Pivotal 

Capital as a Market Research Assistant and for RS Energy Group as a Research Associate Intern. This summer, 

Ben completed an internship at CIBC World Markets as a Corporate Banking Summer Analyst and will be returning 

full-time in winter. Upon graduation, he looks to obtain his CFA designation. In his spare time, Ben enjoys playing  

hockey, golf, and hiking in the mountains.  

 

BRIAN TIMMERMAN 

Portfolio Manager 

4th Year, Finance 

Brian joined the CPMT in March 2018. He would like to thank the Board of Trustees, speakers, and alumni for their 

continued support of the program. Brian hopes to continue gaining hands-on experience in intrinsic valuation, 

portfolio management, and equity research through the CPMT program. This upcoming summer, he will be joining 

Bank of America Merrill Lynch as an Investment Banking Summer Analyst. Previously, Brian worked as a Junior 

Investment Analyst at ARC Financial and as a Research Associate Intern at RS Energy Group. Outside of the 

CPMT, Brian is a member of the University of Calgary’s Rotman International Trading Competition team. Upon 

graduation, he intends to pursue a career in capital markets, as well as obtain his CFA designation. In his spare 

time, Brian enjoys playing chess, hiking, skiing, and reading. 

 

COLTON BORLE  

Portfolio Manager 

5th Year, Finance 
As a Portfolio Manager, Colton is eager to continue learning about capital markets, valuation, and portfolio 

management from the extensive community of alumni, peers, and industry professionals that surround the CPMT. 

He recently completed an internship at CIBC World Markets in the Global Infrastructure and Power Investment 

Banking division as an Investment Banking Co-op Analyst. In the coming year, Colton is looking forward to taking 

a mentorship role with the Investment Analyst class and improving the program as much as he can for future years. 

Following graduation, Colton hopes to attain his CFA designation and pursue a career in capital markets. Colton 

enjoys soccer, podcasts, and hiking in his spare time.  

 

FAIZAAN DOSSA 

Portfolio Manager 

5th Year, Finance  

Faizaan is enjoying his role as a Portfolio Manager in the Industrials and Real Estate Sector. He wrote his CFA 

Level 1 in December of 2019 and is excited to continue his pursuit of the designation. In July, Faizaan will join 

Marsh & McLennan Companies in the New Graduate program. He is thankful for the opportunity that the CPMT 

provides and appreciates the continued support that the Board of Trustees, speakers, and alumni offer. In his spare 

time, Faizaan enjoys bodybuilding, time outdoors, and reading. 
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LUCAS PETERS  

Portfolio Manager 

5th Year, Finance 

Lucas joined the CPMT in March 2018 as an Investment Analyst. Lucas is excited to expand his knowledge of 

capital markets, valuation, and portfolio management throughout his time in the program. This summer, Lucas 

completed a summer internship at J.P. Morgan as an Investment Banking Summer Analyst and will be returning 

full-time upon graduation. Last summer, he worked as a Private Equity Summer Analyst for Macritchie, after 

spending the fall semester on a Co-op term with Mackenzie Investments.  In addition to his interest in finance, Lucas 

enjoys golfing and playing hockey.  

 

MAHDIS SADEGHI 

Portfolio Manager 

5th Year, Finance  

Mahdis joined the CPMT program in September 2017 as an Investment Analyst and would like to extend her thanks 

to the Board of Trustees, speakers, alumni, and mentors for their continued support. Mahdis is excited to gain 

hands-on experience in research, intrinsic valuation, and portfolio management throughout this academic year. 

Mahdis completed an internship with Citi as a Corporate Banking Summer Analyst in summer 2019. Her other 

previous experiences include internships with RS Energy and the British Columbia Investment Management 

Corporation’s Corporate Bond Fund. Upon graduation, she intends to pursue a career in capital markets and obtain 

her CFA designation. In addition to her interest in finance, Mahdis enjoys hiking and snowboarding. 

 

NICOLE LIVINGSTON 

Portfolio Manager 

5th Year, Finance  
Nicole joined the CPMT in March 2018 as an Investment Analyst. She would like to thank the Board of Trustees, 

speakers, and mentors for giving her the opportunity to develop professionally alongside talented peers. Nicole 

recently completed a summer internship in Securities Research with Kempen & Co. in Amsterdam and is currently 

engaged in a Co-op as Senior Intern Analyst with CPPIB’s Total Portfolio Management group. Upon graduation, 

she seeks to pursue a Master of Quantitative Finance degree. Nicole loves to travel, learn languages, study 

neuroscience, and challenge herself through competitive boxing and Brazilian jiu-jitsu.   

 

SCOTT MCNICHOL 

Portfolio Manager 

5th Year, Finance/Chemical Engineering 

Scott joined the CPMT in March 2018 as an Investment Analyst. He would like to thank the Board of Trustees, 

faculty, speakers, and alumni, for their guidance and program support. During his time in the program, he has 

thoroughly enjoyed the opportunity to expand his research, valuation, and portfolio management knowledge. Scott 

is in his final year working on a dual degree in Finance and Chemical Engineering and will be working as an 

Investment Banking Analyst at Credit Suisse upon graduation. This summer, Scott worked at Credit Suisse as an 

Investment Banking Summer Analyst, and prior to that, he worked as an Engineering Summer Student at Husky 

Energy and Sproule. Outside of work and school, Scott is an avid golfer and played competitively for several years. 
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CPMT CLASS OF 2021 

 

AKASH SEKAR 

Investment Analyst 

4th Year, Finance/Economics 

Akash joined the CPMT in March 2019 as an Investment Analyst. He is excited to broaden and strengthen his 

knowledge of valuation, financial markets, and portfolio management during his time in the program. He is currently 

working towards a combined degree in Finance and Economics and is looking to attain a career in the capital 

markets upon graduation. Akash is looking forward to joining Credit Suisse next summer as an Investment Banking 

Summer Analyst. He has completed previous summer internships at Whitecap Resources as an Accounting 

Summer Student and Crescent Point Energy in its Corporate Planning group. In addition to his passion for finance, 

he enjoys playing and watching hockey, basketball, and golf. 

 

BREANNA SCHOLLAARDT 

Investment Analyst 

3rd Year, Finance  

Breanna joined the CPMT in March 2019. She is extremely grateful for the opportunity to learn from her peers, 

mentors and alumni and is hoping to develop and improve her financial modeling, equity research, and portfolio 

management skills. Breanna is a finance major and completed a summer internship at AECOM in the project 

controls department, where she currently works part-time. Upon graduation, she would like to explore a career in 

consulting or equity research. In her spare time, Breanna enjoys yoga, dancing, reading, and overall health and 

wellness.  

 

DHRUV JINDAL 
Investment Analyst 
3rd Year, Finance/Data Science (Minor) 
Dhruv joined the CPMT as an Investment Analyst in March 2019. He is looking forward to gaining hands-on 

experience in valuation, financial modeling, and equity research through the CPMT program. In addition to the 

CPMT, he is a member of the University of Calgary Trading Team and competed in the JDC West and Van Berkom 

JMSB Small Cap case competitions this past year. This past summer, Dhruv worked as a Capital Markets and 

Corporate Planning Summer Student at Parex Resources. He is currently working at Suncor Energy on an 8-month 

co-op term as an Oil Sands Finance Student. Upon graduation, he intends to pursue a career in capital markets, 

as well as obtain his CFA designation. In his spare time, Dhruv enjoys listening to music and podcasts. 

 

ERIK SKORONSKI 

Investment Analyst 

4th Year, Finance/Software Engineering 
Erik joined the CPMT in March 2019 as an Investment Analyst. He is excited to expand his knowledge of capital 

markets, financial analysis, and portfolio management throughout his time in the program. Erik is working on a dual 

degree in Finance and Software Engineering and intends to pursue a career in capital markets upon graduation. 

He recently finished an internship at Ayrshire Group in their Real Estate and Venture Capital teams as a Private 

Equity Summer Analyst. Erik is currently working at BMO Capital Markets on a co-op in its Real Estate Investment 

Banking group. Outside of work and academia, he enjoys contributing to fintech projects, listening to podcasts, 

snowboarding, and cycling. 
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HAYLEY HICKS 

Investment Analyst 

4th Year, Finance 

Hayley joined the CPMT in March 2019 as an Investment Analyst. She is excited to strengthen her knowledge in 

fundamental equity valuation, strengthen her analysis across multiple market sectors and financial markets, and 

gain vital portfolio management experience during her time in the program. She also wishes to use her experiences 

and learnings to inspire others and give back to the program for future students. She is currently working towards 

her degree in Finance and wishes to obtain her CFA post-graduation while pursuing a career in the capital markets. 

Hayley completed a summer internship with Mackenzie Investments as an Inside Sales Assistant after previous 

finance internships at Suncor Energy and Leith Wheeler Investment Counsel. In addition to her passion for Finance, 

she enjoys playing volleyball, maintaining an active and healthy lifestyle, and learning the French culture and 

language as she works towards her bilingual certificate. 

  

HELENA CHERNIAK-KENNEDY 

Investment Analyst 

3rd Year, Finance/Mathematics 

Helena joined the CPMT in March 2019 as an Investment Analyst. She would like to thank the Board of Trustees, 

faculty, speakers, and alumni for their generosity in supporting the program and furthering students’ finance 

educations. Helena is excited to expand her knowledge about portfolio management, valuation, and equity research. 

With a passion for financial and mathematical analysis, she is currently pursuing a dual degree in Finance and 

Math. In addition to the CPMT, Helena has competed in the Inter-Collegiate Business Competition on the Business 

Policy and Human Resources teams and is VP External of the student club, Women in Science and Engineering. 

Helena completed two summer internships at Plains Midstream Canada, where she worked as a Futures and 

Derivatives Trading Intern and Acquisitions and Strategic Planning Intern. Upon graduation, Helena intends to 

pursue a career in capital markets and obtain her CFA designation. In her spare time, Helena enjoys playing piano 

and clarinet, as well as golfing, playing tennis, and hiking. 

 

JOSE MENJIVAR 

Investment Analyst 

4th Year, Finance/Computer Science 

Jose joined the CPMT in March of 2019 as an Investment Analyst. He is looking forward to the continuous 

experiential learning opportunities in the program and is excited to further expand his knowledge in valuation, 

fundamental analysis, and portfolio management, specifically focusing on the energy sector. He is currently working 

towards completing his dual major degree focusing in Finance and Computer Science and plans to obtain his CFA 

designation after graduation. Jose intends to pursue a career in capital markets, somewhere he can leverage his 

technical knowledge in both finance and computer science. He recently completed a summer internship with the 

Creative Destruction Lab as a Venture Analyst. In his free time, Jose enjoys hiking, reading, playing guitar, and 

researching new technologies. 

 

WILLIE LI 

Investment Analyst 

4th Year, Finance/Software Engineering  
Willie joined the CPMT in March 2019 as an Investment Analyst and would like to extend his thanks to the Board 

of Trustees, speakers, alumni, and other mentors for their continued support of the program. He is eager to apply 

his knowledge of capital markets while gaining hands-on experience in financial modeling, portfolio management, 

and equity research. Willie is currently working towards a dual degree in Finance and Software Engineering. Upon 

graduation, he intends to pursue a career in capital markets and obtain his CFA designation. Outside of work and 

academics, Willie enjoys reading, basketball, gymnastics, and financial software development.  
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OVERVIEW

During FY2020, the CPMT aims to supplement pitches and the analysis of new companies with a holistic view of the

portfolio. This page provides a brief summary of the CPMT's outlook on each sector which will help shape future capital

allocation decisions. The CPMT investment philosophy is centered on intrinsic value combined with systematic investment

selection. A systematic approach ensures discipline on purchase and sale decisions, maintains a focus on owning high

quality businesses, and reduces the probability of errors. The Portfolio Managers will seek investments that offer quality

management, competitive advantages, strong balance sheet, and growing free cash flow. The CPMT continues to research

companies that we believe are defensive while fitting our mandate, and will outperform amidst slowing global growth and

rising trade tensions. Moreover, we believe our views on optimal sector weightings will become increasingly important as

the looming economic slowdown approaches and intra-stock correlations increase, which limit the effectiveness of security

selection. We continue to monitor the U.S. and Canadian yield curves, credit spreads, the labor market, and corporate

profits in light of our defensive sentiment and believe that our efforts will lead to outperformance over the next year.

CONSUMER DISCRETIONARY

We view the Consumer Discretionary sector with cautious optimism when looking for names that fit our portfolio mandate

and macroeconomic outlook. With global growth slowing and high uncertainty around the binary outcome of the U.S. 2020

Presidential Election, we see meaningful risks on the horizon that will impact consumer confidence and the overall

Consumer Discretionary sector. That said, a preliminary trade deal between the U.S. and China paired with the recent

ratification of the United States-Mexico-Canada Agreement in both houses of Congress significantly reduce long-standing

overhang in the sector. We are currently underweight our blended index by 4.1%, and will continue to monitor opportunities

that we believe will outperform in a highly uncertain sector environment.

CONSUMER STAPLES

We are content being slightly overweight in Consumer Staples given the positive historical performance of the sector during

economic downturns. We positively view the sector given its defensive nature and historical outperformance during

recessionary periods. Our sole holding, Costco (NASDAQ: COST), is illustrative of the types of Consumer Staples

companies we target. COST is a highly differentiated, value-creating company with low leverage and a history of

operational excellence that we are proud to hold. We plan to continue to target high-quality, defensive names in Consumer

Staples, and we are comfortable increasing our portfolio weight if a strong opportunity is found.

ENERGY

The CPMT aims to be underweight in Energy relative to the benchmark. Since the decision in late 2018 to divest all E&P

holdings, the CPMT will maintain exposure to energy through companies with distinct competitive advantages and the

ability to generate free cash flow throughout commodity price cycles. The CPMT believes the North American gas market

will remain oversupplied in the near term and oil prices may stay near marginal economic levels due to prolific shale

production growth from the U.S. As such, we continue to seek companies with limited or diversified exposure to commodity

prices and will continue to evaluate the mandate fit of our current energy holdings.

FINANCIALS

The CPMT is 7.0% overweight in Financials. We intend to trim Financials to be weighted in-line with the benchmark. During

the quarter, we reduced our allocation in the sector by trimming Manulife (TSX/NYSE: MFC) by 1.2% AUM. Similarly, we

will be evaluating the split between Canadian and U.S. names (currently 4/5 are Canadian) to determine whether to bring

the split in line with the fund target of 50/50.

HEALTH CARE

The CPMT is currently 3.3% overweight in Health Care relative to the benchmark. We are comfortable with our overweight

position as the industry tends to display the competitive advantages and free cash flow generation we seek through our

mandate. Additionally, the space is attractive due to its non-discretionary nature and the aging North American

demographic. However, valuations within the sector remain elevated, and the CPMT will remain diligent in evaluating new

potential investments in order to ensure price is reasonable when compared to intrinsic value.
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INDUSTRIALS

The Industrials Sector performs best when there is economic expansion. However, the CPMT believes uncertainty exists

surrounding current global conditions. Worldwide, there has been a reduction of interest rates, a slowing of housing starts,

reduced GDP growth, and other pre-recessionary signs. The CPMT currently holds Canadian National Railway (TSX:

CNR), Waste Connections (TSX: WCN), and Cintas (NASDQ: CTAS). The CPMT is currently 3.7% overweight in the

Industrials sector after entering a 4% position in CTAS during the quarter. The CPMT will continue to monitor the sector as

well as macroeconomic events to ensure the fund will not underperform in the Industrial Sector.

INFORMATION TECHNOLOGY

The Information Technology sector offers tremendous growth and highly diverse business models that makes it appealing

for the CPMT to search for companies that fit our mandate and that drive high returns through growth. Although we

continually look for high growth names, we find that the market values growth at a vast premium which often does not align

with our valuation objectives, which is why we are currently slightly underweight the sector. We will continue to monitor the

sector for growth and differentiated names, but we are comfortable with our current position.

MATERIALS

The CPMT is currently 4.6% underweight in Materials relative to the benchmark, with CCL Industries (TSX: CCL.B) as our

only holding in the sector. During the quarter, we trimmed the weighting of CCL Industries predicated on our revised thesis

of slowing growth, increased leverage, and significant underperformance relative to peers. The Fund may explore names in

the U.S. that can continue to add value to the Fund, and follow our defensive stance.

REAL ESTATE

Although the CPMT does not currently hold any Real Estate securities, the CPMT will continue to research U.S. listed

securities for opportunities to bring the sector weighting in line. The REIT industry remains a strong sector moving into the

recent quarter and the Fund sees the industrial and healthcare REITs as industries with strong potential for attractive

investment within the sector.

TELECOMMUNICATIONS

The CPMT is currently underweight the Communication Services sector, and we are focusing our efforts on finding

companies within the sector that will fit our mandate. We currently hold TELUS (TSX: T) as our sole holding in the sector,

but will be evaluating the strength of the U.S. telecommunications companies as means to get more early exposure to the

roll-out of 5G. We plan to explore the space and add a U.S. telecommunications company by the end of our fiscal year.

UTILITIES

The CPMT is currently in line for Utilities weighting relative to the benchmark. The CPMT is comfortable with our current

weighting and may even add to it given our defensive outlook. Similarly, as the world moves towards "green energy"

projects, we may look to increase our weighting in Algonquin as it remains as one of the market leaders in that aspect.
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Quarterly Snapshot - FQ3 2020

Fund Universe 

FQ3 1 Year 3 Year 5 Year 10 Year

CPMT 5.01% 29.15% 5.73% 6.29% 5.63%

Blended Benchmark 4.96% 24.28% 7.39% 6.57% 7.05%

Blended Benchmark Difference 0.05% 4.88% (1.66%) (0.28%) (1.42%)

CPMT and Benchmark Total Return (TTM) 
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Quarter in Review 

QUARTERLY RETURN 

 

NOTE TO STAKEHOLDERS 

The CPMT Class of 2020 would like to extend our 
gratitude to the Board of Trustees, the CFA Society of 
Calgary, and CPMT alumni for their continued 
involvement and support of the program. We would 
like to thank all of our supporters in the Calgary 
business community for their vested interest in the 
program and those professionals who have 
volunteered their time to be a part of the mentorship 
program. This mentorship provides students with 
invaluable support, ranging from technical expertise 
to career guidance and more. 

Involvement in the CPMT program offers unique 

exposure to a challenging, rewarding, and scholastic 

environment, creating an unrivaled student 

experience. The goal of the Fund is to succeed long 

into the future and support student opportunities. This 

goal is driven by our commitment to research within 

the Fund as well as donating 4% of the 3-year trailing 

AUM annually in support of collaborative financial 

research. 

OVER THE QUARTER 

The Fund returned 5.01% over the quarter, 5 bps 
above the blended benchmark (4.96%). Strength in 
Communication Services, Health Care, and Utilities 
was offset by underperformance in Consumer 
Discretionary, Consumer Staples, Energy, Financials, 
Industrials, and Materials. The Fund has now 
achieved its target 50/50 Canada/U.S. equity 
exposure following several months of carrying out 
due diligence on several companies that we believe 
fit the CPMT mandate. While valuations across the 
U.S. and Canadian equity markets are certainly lofty, 
we believe there still remains ample opportunity to 
identify companies that are trading below their 
intrinsic value, irrespective of how they currently trade 
relative to their own historical trading multiples. As an 
example, we believe the multiple expansion achieved 
by Microsoft (NASDAQ: MSFT) and Apple (NASDAQ: 

AAPL) is sustainable and warranted; AAPL has 
fundamentally shifted its business to make its 
services offering a focus and reduce its dependency 
on iPhone sales. Thus, we believe the Company 
warrants a premium valuation relative to its historical 
trading multiple.  

The first action taken by the Fund during the quarter 
was to divest our position in Toromont (TSX: TIH) 
given macro risks and our belief that the name had 
little additional intrinsic upside. The Fund also 
divested its position in Andrew Peller (TSX: ADW/A) 
given its weak growth outlook, and our belief that 
there are better opportunities to deploy capital in the 
Consumer Discretionary space. This quarterly report 
features several companies that we have identified in 
the U.S. markets as a replacement for ADW.  

The Fund trimmed its conviction on two names: CCL 
Industries (TSX: CCL/B) and Manulife Financial 
(TSX: MFC). While these names have performed well 
for the Fund over their holding period (particularly 
CCL), we remain cautious in the Materials space and 
see better opportunities for allocating capital. Slowing 
revenue growth in CCL’s top segment and uncertainty 
around the sustainability of future growth given its 
growth by acquisition strategy remain concerns that 
the CPMT will monitor. MFC was trimmed due to a re-
evaluation of its fundamentals and the original 
investment thesis, changing our view of the Company 
from a high conviction to a moderate conviction. 

The Fund initiated a 4% position in Cintas (NASDAQ: 
CTAS) during the quarter. CTAS has a strong 
competitive advantage in the uniform and facility 
services space, an experienced management team 
with high levels of insider ownership, growing free 
cash flow, and a strong record of returning capital to 
shareholders.    
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TRANSACTION LOG  

 

 

 

 

 

*Note: AUM is reflected as of the time of the transaction  
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Alibaba
Consumer Discretionary

NYSE: BABA

Market Outperform | No Action

December 31, 2019

Willie Li, Investment Analyst

Hayley Hicks, Investment Analyst

Faiz Dossa, Portfolio Manager

Return on Investment

Current Share Price $212.10

Target Price $250.00

Dividend Yield 0.00%

Holding Period Return 18%

Conviction Rating 2

Market Profile

52-Week Range $129.83 - $218.11

Market Capitalization (US$B) $569

Net Debt (US$B) ($19)

Enterprise Value (US$B) $550

Beta (5-Year Monthly) 1.48

Metrics 2020E 2021E 2022E

Revenue (US$B) $71 $94 $124

EBITDA (US$B) $24 $31 $40

EPS $6.30 $8.12 $10.55

EV/EBITDA 22.7x 17.8x 13.8x

Holding Period Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: 2019 Revenue Waterfall (US$B)

Source: Company Filings
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Business Description

Alibaba Group Holding Limited (NYSE: BABA) is a Chinese multinational
and conglomerate holding company established in 1999, conducting
business in China through its subsidiaries and variable interest entities.
The Company's business model specializes in retail and e-commerce, but
also includes technological infrastructure and internet services, which
aligns with the Company mission, "to make it easy to do business
anywhere". Its geographical customer base extends globally being most
prominent in China (~78% by monthly active users) and Southeast Asia
(~14% by monthly active users).

Segment Breakdown

BABA’s business segments include total core commerce (the Company's
main segment) alongside cloud computing, digital media and
entertainment, and innovation initiatives.

Total Core Commerce (TCC) is often referred to as BABA’s 'ecosystem',
and encompasses retail commerce, wholesale commerce, logistics
services, and consumer services. The segment is also BABA's most
profitable, generating on average ~85% of company revenues, with a
~26% profit margin, over the past 3 years.

(1) Retail Commerce: BABA represents the world’s largest retail
commerce business in terms of gross merchandise volume. In China, this
segment includes Taobao, China’s largest mobile commerce destination,
and Tmall, the world’s largest third-party commerce platform.
Internationally, BABA operates Lazada (the leading e-commerce platform
across Southeast Asia), AliExpress (a B2C retail market place), Tmall
Global, and Tmall World. The latter two are both B2C e-commerce
platforms connecting different groups of consumers with brands/retailers.

(2) Wholesale Commerce: Comprised of 1688.com and Lingshoutong, a
digital sourcing platform for domestic retailers, wholesale commerce
integrates Chinese domestic marketplace by connecting fast-moving
consumer goods and their distributers directly. Additionally, Alibaba.com
is China's largest integrated international online wholesale marketplace in
2018 by revenue and boast buyers from over 190 countries.

(3) Logistics Services: Cainiao Network's logistics data platform and
global fulfillment network uses data and technology to improve efficiency
across the logistics value chain. Merchants access real-time data for
better management of inventory and warehousing, consumers track their
orders more accurately, and express couriers optimize delivery routes.

(4) Consumer Services: This segment operates primarily through Ele.me,
a digital on-demand platform for food and local service delivery.
Consumer services also includes Koubei, which provides marketing tools
for merchants through its search engine that gathers miscellaneous
consumer data, and Figgy, an online travel needs platform.

BABA's other segments include Cloud Computing (CC), Digital Media
and Entertainment (DME), and Innovation Initiatives (II) have been
demonstrating aggressive three year historical average revenue CAGRs
of ~102%, ~82%, and ~37%, respectively. Services include notable
names such as Alibaba Cloud (China's largest provider of public cloud
services by revenue in 2018), Youku (the third largest online video
platform in China in terms of monthly active users as of March 2019), and
Amap (China's largest provider of real-time map, navigation, and traffic
information).
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Figure 2: Business Model and Segments

Source: Company Filings

Figure 3: Revenue Forecast Cases (US$B)

Source: Company Filings, CPMT Estimates

Figure 4: Valuation Football Field

Source: Bloomberg, CPMT Estimates
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Competitive Landscape

Although BABA operates across multiple business segments, it competes
most strongly in the Internet and Direct Marketing Retail industry.
Companies in this space generate revenue through an online
marketplace, primarily via sales commission and advertising. Some
notable competitors in this industry include:

Amazon.com (NASDAQ: AMZN): This North America retail giant backed
out of the Chinese e-commerce market in July 2019, with only 6% market
share after several years. AMZN operates primarily through 3 segments:
North America, International, and Amazon Web Services, with only the
international segment being unprofitable but the North American segment
holding a 49% market share. Although all of AMZN's segments have
minimal market share in China, they are in direct competition with BABA's
international commerce and cloud computing segments.

eBay Inc. (NASDAQ: EBAY): EBAY operates multiple e-commerce
platforms on an international scale, including Marketplace and Classified
platforms. Boasting over 183 million users worldwide, 59% of EBAY’s
revenue is generated overseas. The Company attempted to expand into
China in 2002 but was outpaced by other Chinese e-commerce
companies. However, the Company still has a massive global presence
which may hinder BABA’s international growth.

JD.com (NASDAQ: JD): JD, China’s largest e-commerce company by
revenue, is BABA’s main competitor in the e-commerce space. The
Company has an annual revenue CAGR of 37% with a 17% share in
retail e-commerce sales. The platform has over 330 million active users,
with ~95% of site visits coming from China. Assets include over 650
warehouses and 7,000 delivery stations, allowing it to achieve same-day
or next-day delivery for 90% of orders. JD’s business model does not
allow it to easily compete with BABA internationally, but domestically, the
Company serves as a fierce competitor in the e-commerce industry.

There are many smaller Chinese e-commerce companies that compete in
the same space as JD and BABA. China has had historically fierce e-
commerce competition with many online retailers having high growth
potential. Notable names include Suning and Sun Art Retail Group
Limited. Collectively, smaller e-commerce companies hold a sizable 27%
market share.

Valuation and Investment Thesis

A 60/40 blended Gordon Growth DCF and sum-of-the-parts (SOTP)
analysis resulted in a target price of US$250 per share. Increased
weighting was applied to the DCF to emphasize BABA's unique business
model relative to peers. Free cash flow was forecasted out five years and
a terminal growth rate of 2% was applied. A WACC of 12% was used due
to BABA's historically high five-year monthly beta of 1.48. The base case
assumes historical revenue growth rates for all business segments in the
initial three years of forecast. Slower growth is assumed in years four and
five to account for possible growth slowdown of the Chinese e-commerce
market primarily as a result of market saturation. The SOTP analysis was
done on an EV/EBITDA basis, with the minimum of comparables used as
the exit multiple for each segment. The CPMT's investment thesis on
BABA is a "Buy" as the company is a good mandate fit for the following
reasons: 1) BABA has demonstrated a competitive advantage through
eliminating international competitors from China, 2) operating cash flows
have grown at a ~38% CAGR, 3) historical EBITDA margin average of
~35% help maintain a strong balance sheet, and 4) management has also
shown an ability to identify growth opportunities through the Company's
growing innovation initiatives segment. Additionally, BABA provides
exposure to one of the largest emerging markets, which has been
demonstrating strong growth despite unfavorable macroeconomic
conditions.
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Equinix
Real Estate

NASDAQ: EQIX

Market Perform | No Action

December 31, 2019

Jose Menjivar, Investment Analyst

Return on Investment

Current Share Price $583.70

Target Price $635.00

Dividend Yield 1.58%

Holding Period Return 10%

Market Profile

52-Week Range $372.75 - $609.97

Market Capitalization (US$mm) $49,777

Net Debt (US$mm) $10,722

Enterprise Value (US$mm) $60,499

Beta (5-Year Monthly) 0.61

Metrics 2019E 2020E 2021E

Revenue (US$mm) $5,555 $5,939 $6,445

EBITDA (US$mm) $2,133 $2,752 $3,287

EV/EBITDA 28.4x 22.0x 18.4x

Holding Period Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: LTM Segmented Revenue Breakdown

Source: Company Filings
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Business Description

Equinix (NASDAQ: EQIX) is a data center REIT that operates 204 data
centers in 52 strategic markets across the globe. The Company's
business consists of the design, construction, and operation of multi-
tenant data centers (MTDCs). These are referred to as International
Business Exchange (IBXs) data centers, which allow customers to house
and deploy critical IT infrastructure for daily operations. EQIX is one of the
world’s leading data center solution providers with over 9,800 customers,
including major cloud and content providers, financial databases, and
network and mobile services providers. Cloud providers in EQIX's existing
customer base such as Amazon Web Services (AWS), Microsoft Azure,
and IBM Cloud, contract portions of their physical cloud infrastructures
from companies like EQIX while developing their own cloud platforms.
The Company is structured as a REIT primarily for tax purposes and
operates as such in North America, Japan, and EMEA; however,
operations in the rest of the Company’s jurisdictions are structured as
taxable REIT subsidiaries (TSRs). Approximately 47% of revenues are
generated from the America’s segment, while EMEA and APAC account
for ~32% and ~21% of revenues, respectively. Four-year revenue CAGRs
for the three segments are ~14%, ~27%, and ~23%, respectively, which is
positive given that over-construction in the U.S has resulted in
conservative peer growth.

The Company reports its recurring revenues in three segments:
Colocation, Interconnection, and Managed Infrastructure. Colocation
refers to the regular, core rental of space for servers, computing
hardware, and bandwidth. Conversely, interconnection refers to the
various services that the Company offers regarding distributed
connectivity among IBXs, customer companies, and cloud ecosystems.
The Managed Infrastructure segment refers to the various services
offered at data center facilities such as hardware management and
infrastructure planning. A substantial advantage MTDCs provide is the
facilitation of peering amongst tenants. Peering refers to the network-
neutral exchange of internet and information traffic among businesses.
EQIX facilitates these exchanges by offering interconnection services
such as Equinix Cloud Exchange Fabric (ECX Fabric), which has
significantly strengthened the Equinix global platform, as it enables
businesses to customize their connectivity to partners, is widely scalable
due to its software-defined nature, and allows for fast connectivity locally
or across metros through a single port (a network communications
endpoint).

Industry Overview

Companies must follow certain operational requirements in order to
qualify as a REIT. Some of the most relevant requirements include (1)
deriving at least 75% of gross income from real estate-related sources, (2)
investing at least 75% of its total assets in real estate, and (3) paying at
least 90% of its taxable income as a dividend to shareholders annually
(any income that was not payed out is taxable, just like any other
corporation). The requirement forces REITs to continually look for
investing opportunities in all markets, thereby increasing the risk of poor
investment decision-making. The high payout requirements makes it
harder for REITs to retain cash and creates the need for consistent debt
and equity issuances. Because REITs typically have high debt levels,
interest rate risk is a primary concern. However, historically low interest
rates have allowed REITs to outperform the general market. Data center
REITs have seen significant upside in part due to (cont'd)
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Figure 2: Segmented Recurring Revenue (US$mm)

Source: Company Filings, CPMT Estimates

Figure 3: Performance vs. Peers (Indexed to $100)

Source: Bloomberg

Figure 4: GHG Emissions and Carbon Intensity

Source: Street Research
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general trends of increasing data collection and processing needs, which
is expected to continue going forward. The transition from in-house IT
server rooms to carrier-neutral facilities has been led by the increasingly
high levels of capital expenditures such infrastructure entail as well as the

high cost of professional management. As a result, customers generally
consider reliability, speed, connectivity, location, and quality management
when choosing their data center providers, with connectivity being
paramount. Generally, we view higher interconnection revenues more
favorably than normal colocation revenues because colocation is widely
available. Companies with larger customer networks have the advantage
of enjoying more interconnection points that add on to the value
proposition of the provider. It is important to note that due to
overdevelopment, data center pricing per cabinet has had downward
pressures. Providers have seen low, but noticeable, utilization declines
due to oversupply. Popular increasing environmental concerns have data
center providers under constant scrutiny due to their intensive electricity
consumption. The most relevant risk for companies in the industry is
obsolescence, as the pace of technological innovations is unprecedented.

Strategy And Acquisitions

EQIX's comprehensive leasing strategy mitigates a significant portion of
its obsolescence risk, with only 88 of 204 MTDC’s fully owned, providing
the Company with the option to divest outdated, inefficient leases with
relative ease as opposed to selling. The Company routinely completes
substantial Real Estate (RE) acquisitions, as well as business acquisitions
to add additional services, capabilities, and sellable cabinets. An
important aspect of business acquisitions are the intangible assets
acquired, including intellectual property and long-term customer
relationships. Due to the substantial RE capital expenditures for REITs,
the Company consistently aims to widen its network in relevant metro
areas where data traffic is higher. In the last year, the Company entered
into a joint venture (JV) with GIC, Singapore’s sovereign wealth fund, to
acquire a set of hyperscale data centers in Europe. Hyperscale data
centers are facilities with scalable capabilities to process and transfer
increasing levels of traffic. Through JVs, EQIX has the ability to test new
facilities with relatively low exposure (20% interest) and gain valuable
customer feedback to guide future substantial transactions. On January
14 2020, EQIX announced its acquisition of Packet (Q1 2020 expected
close), the world’s leading bare metal automation platform for wide scale
edge computing deployments. Edge computing is defined as a layer of the
distributed computing topology in which information processing and
transfer happens closer to the end user/device as opposed to having to
travel thousands of miles to a centralized location. Bare metal automation
allows for edge workloads to be processed faster. Considering the
combination of Packet’s edge facilities and Platform Equinix’s global reach
(with the addition of 10,000 customers and 356,000 interconnections from
acquisition), the combined Company will be able to offer hybrid-cloud
solutions that will enable on-demand deployments with significantly less
latency.

Drivers and Catalysts

The CPMT perceives the data center market as potentially attractive due
to some identifiable catalysts. The much anticipated rollout of 5G
technology will cause an overproduction of data by Internet of Things
interconnected devices that must be processed, stored, and analyzed with
minimal latency. Big data processing requires big data infrastructure
capabilities, and the CPMT believes the market is poised for growth.
Demand for multi-cloud strategy and early 5G adoption will drive a CAGR
of 17% in the MTDC market through 2023. EQIX is well positioned as a
market leader and enjoys an important competitive advantage in the
industry due to its network size. By the virtue of its size, the Company has
economies of scale and leverages its global network for customer (cont'd)

$1,500

$2,400

$3,300

$4,200

$5,100

$6,000

2015 2016 2017 2018 2019E

Colocation Interconnection

Managed Infrastructure Other

0

100

200

300

400

500

100

300

500

700

900

1,100

2014 2015 2016 2017 2018

GHG Emissions (000's of mtCO2e)

Carbon intensity ( mtc02e/ $USmm revenue)

$70

$85

$100

$115

$130

$145

Jan-18 Jul-18 Dec-18 Jun-19 Dec-19

NYSE: DLR NASDAQ: EQIX

NASDAQ: CONE REIT Index



Calgary Portfolio Management Trust December 31, 2019

Figure 5: Historical Net Debt/EBITDA and Dividends Per Share

Source: Bloomberg, CPMT Estimates

Figure 6: Historical P/FFO Ratio Comparisons

Source: Bloomberg
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acquisition and retention. Additionally, EQIX has taken drastic measures
to decrease its GHG emissions, positioning it as market leaders in ESG
as demonstrated by its lowering carbon intensity. Today, the Company
sources ~90% of its energy consumption from renewables and its
greenhouse gas emissions have fallen over 71% since 2015. During the
course of 2019, Moody’s, S&P, and Fitch all raised the Company’s credit
rating, with two of the agencies’ ratings now becoming investment grade.
We believe this is a sign of the Company’s capital discipline, enabling it to
source capital at lower costs.

Valuation

The CPMT’s valuation consists of a 10-year DCF with 50/50 blended
Gordon Growth and EBITDA exit multiple arriving at a target price of
$664. The Dividend Discount Model was used to provide an alternative
valuation technique to reach a target price of $606, reaching a blended
target price of $635 and implying a holding period return of 10%. The
CPMT views the Company’s current valuation as high, currently trading at
a P/FFO of 36.2x compared to a peer average of 19.1x and a FY P/E ratio
of 74.4x versus a peer average of 41.5x. In terms of FY EV/EBITDA,
however, it trades in line with peers, currently sitting at 22.9x. EQIX has
been able to consistently grow its dividend (Figure 5) and we expect it to
continue to do so in the future. The Company has declined its FFO payout
ratio from ~47% in 2015 to ~43% in 2019. We expect EQIX to have the
ability to incrementally reward shareholders without having to increase its
payout ratio or rely on external financing.

Investment Thesis and Risks

The CPMT views EQIX as a company with substantial and imminent
growth opportunities that have a high probability of materializing.
However, due to a substantial run-up in valuation in the past year, the
Company is trading very close to fair value and there is little upside to
initiate a position currently. Pricing pressures due to oversupply in the
industry create downward pressure on EQIX’s revenue growth and
utilization rate improvements. Nevertheless, the Company's track record
of significant value creation via acquisition, robust positioning within the
industry, and well integrated product offerings make it a compelling name.
Some significant risks for the Company include interest rate risk, as well
as foreign currency exchange risks. Central banks around the world seem
hesitant to cut rates further, which leaves real estate companies
potentially exposed to increasing debt costs. With a strengthening U.S.
dollar, currency fluctuations have the potential to diminish EQIX's net cash
changes over the years. The market seems to have been receptive to the
early 2019 multiple compression, which piqued investors' interest and
triggered a buy-in. However, by the end of the year, multiples had
expanded, giving the Company a significant premium to peers. Moreover,
the Company's historical FCF levels have fluctuated significantly, which
does not appropriately fit our mandate. At the moment, the Fund is
recommending no action given low yields and inflated valuations.
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The Home Depot
Consumer Discretionary

NYSE: HD

Market Outperform | Buy

December 31, 2019

Scott McNichol, Portfolio Manager

Return on Investment

Current Share Price $218.38

Target Price $250.00

Dividend Yield 2.49%

Holding Period Return 17%

Company Quality (CQ) Score 3.6

Conviction Rating 2

Market Profile

52-Week Range $177.41 - $239.31

Market Capitalization (US$B) $238.2

Net Debt (US$B) $27.4

Enterprise Value (US$B) $265.6

Beta (5-Year Monthly) 0.99

Metrics 2019E 2020E 2021E

Revenue (US$B) $112.2 $116.6 $121.0

Operating Income (US$B) $16.1 $16.1 $17.2

EBITDA (US$B) $18.2 $18.4 $19.1

Net Debt/EBITDA 1.51x 1.49x 1.43x

EV/EBITDA 14.6x 14.4x 13.9x

Historical Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: ROIC/WACC Over Time

Source: Bloomberg
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Business Description

The Home Depot (NYSE: HD) is the world's largest home improvement
retailer that offers customers a variety of building materials, home
improvement products, lawn and garden products, and decor products.
HD also offers a number of services including home improvement
installation, and tool and equipment rental. The Company has 2,290
stores located throughout the U.S., Canada, and Mexico. HD serves two
primary customer groups: DIY Customers (60% of sales) and Professional
Customers (40% of sales). DIY Customers are typically homeowners who
purchase products in order to complete their own projects and
installations, while Professional Customers are renovators/remodelers,
general contractors, property managers, as well as electricians, plumbers,
and painters.

Investment Thesis

The CPMT views HD as an exceptional capital allocator with a strong
competitive advantage. HD's ROIC in Q3 2019 was 45.1% on an LTM
basis and its ROIC/WACC of 4.54x shows its ability to generate value well
above its cost of capital. As shown in Figure 1, HD has significantly grown
its ROIC relative to its cost of capital over time; however, its main
competitor, Lowe's (NYSE: LOW), has not been able to achieve the same
value creation over this timeframe and currently has a ROIC/WACC of
1.8x. HD is focused on returning capital to shareholders in the form of
dividends and share repurchases, with $10.0B and $8.1B of share
repurchases in 2018 and 2017, respectively. We believe the Company fits
the CPMT's mandate based on the strength of its management team (HD
is considered a best-in-class operator), and its strong competitive
advantage in the fragmented home improvement space. HD has a leading
15% market share, with the industry valued at approximately US$900B.
The Company has a significant runway for growth given its ongoing three-
year US$11B "One Home Depot" strategy aimed at extending its market
leadership and building on its distinct competitive advantages. HD's
competitive advantage is reflected in its premium multiple versus LOW
(~2.1x premium on EV/2020E EBITDA) which we believe to be warranted
and sustainable. The macroeconomic outlook for the space remains
supportive; however, given that the U.S. job market is exceptionally strong
with employment rates at 50-year lows, tailwinds for sector could ease
post-2020. Nevertheless, the long-term outlook for home improvement
remains supportive as 50% of U.S. houses are at least 40 years old,
which leads HD management to believe that home improvement spending
will outpace GDP growth in the long run. In addition to a favourable long-
term outlook, the home improvement space remains subject to less
disruption from e-commerce giants such as Amazon (NASDAQ: AMZN).

Valuation and Next Steps

HD was valued using a 5-year DCF with its terminal value based on an
equal blend of Gordon Growth (6.5% WACC and 0.75% terminal growth
rate) and an exit multiple of 14.0x EV/EBITDA. Cash flows were
forecasted based on assumptions of store additions per quarter, average
square footage per store, new store productivity, new store sales growth,
and same-store sales growth. Our results are relatively in line with
management guidance and street estimates. We believe HD to be an
attractive opportunity to buy a quality capital allocator that generates
exceptional ROIC. The CPMT recommends a buy on HD, pending further
due diligence.
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Intuitive Surgical
Health Care

NASDAQ: ISRG

Market Outperform | Buy

December 31, 2019

Brian Timmerman, Portfolio Manager

Return on Investment

Current Share Price $591.15

Target Price $650.00

Dividend Yield 0.00%

Holding Period Return 10%

Company Quality (CQ) Score 3.7

Conviction Rating 2

Market Profile

52-Week Range $455.15 - $616.56

Market Capitalization (US$mm) $68,564

Net Debt (US$mm) ($3,145)

Enterprise Value (US$mm) $65,419

Beta (5-Year Monthly) 1.09

Metrics 2019E 2020E 2021E

Revenue (US$mm) $4,479 $4,931 $5,601

EBITA (US$mm) $1,612 $1,800 $2,072

Worldwide Procedures (000s) 1,212 1,402 1,605

EV/EBITA 38.8x 34.7x 30.2x

Holding Period Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: Segmented Revenue Breakdown

Source: Company Filings
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Business Description

Intuitive Surgical Inc. (NASDAQ: ISRG) is a pioneering medical device
company that designs, manufactures, and markets da Vinci Surgical
Systems and related instruments and accessories. da Vinci is a robotic
surgical system, originally FDA approved in 2000. It is designed to
facilitate surgery using a minimally invasive approach, and is controlled by
a surgeon from a console offering a high-definition 3D view of the surgical
area. da Vinci has been widely used in urology and gynecology
procedures, and the Company has been expanding its use rapidly into
general surgery. There are ~5,000 da Vinci systems in hospitals
worldwide and over six million procedures have been completed as of
2018. ISRG has three core revenue segments: Instruments & Accessories
(54%), Systems (30%), and Service (16%). The Company operates
primarily in the United States, with ~73% of revenue coming from this
region. China and Japan serve as potential growth markets for ISRG;
however, regulatory and technological hurdles stand in the way of
widespread adoption.

Industry Overview & Competitive Landscape

The robotic surgery market is an attractive, high-growth segment of the
medical devices market which has been sustained by a healthy capital
environment and growth in the worldwide procedure trend. Robotics offers
many benefits to patients, such as greater consistency, shorter
hospitalization, reduced pain, and reduced blood loss and scarring when
compared to conventional open surgery techniques. It has become the
dominant method of surgery for procedures like prostatectomy and
hysterectomy; these markets have been largely saturated by ISRG’s da
Vinci system. General surgery (i.e. hernia repair, colon surgery etc.)
represents a high growth and relatively new market for ISRG and has
sustained growth rates above 40%. The worldwide robotic surgery market
is still considered to be vastly underpenetrated with ~5% of surgeries
being performed robotically. Some believe that with further technological
development, that number could eventually reach north of 50%. U.S.
procedure growth remains the core driver of ISRG’s business model and
is projected to grow at a 14.4% CAGR from 2019 to 2021.

ISRG has enjoyed a near monopolist position within the global robotic
surgery market since launching da Vinci in 1999; however, recent
developments have indicated that competition is increasing. Medical
device giant Medtronic (NYSE: MDT) and Verb Surgical are looking to
commercially launch their own surgical robot systems within the next year.
Acquisitions made by large players looking to enter the space have
validated the premium valuations assigned to these companies.

Medtronic: MDT has a well-established presence in MIS devices and has
made substantial R&D investments into developing its robotic surgery
capabilities over the past several years. Its interest in seizing part of the
robotic surgery market began with MDT’s $50B merger with Covidien in
2015, and was further solidified by its acquisition of Mazor Robotics for
$1.7B in December 2018. The Company recently affirmed a 2020 launch
timeline for its product; however, it has remained relatively tight-lipped
due to competitive concerns.

Verb Surgical: Verb Surgical is a joint venture established between
Johnson & Johnson (NYSE: JNJ) and Google (NASDAQ: GOOGL). It is a
well-funded start-up focused on innovation in the robotic surgery market.
Founded in 2015, the JV was intended to bring together JNJ’s expertise in
instrumentation and surgery with GOOGL’s knowledge of machine
learning and data analytics. In December 2019, JNJ (cont'd)
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Figure 2: Worldwide Procedure Trend (000s)

Source: Company Presentation

Figure 3: Large Cap Med-Tech Comparables

Source: Bloomberg, Company Filings, Street Research

Figure 4: LTM EV/EBITA Multiple Over Time

Source: Bloomberg
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announced it would acquire GOOGL’s stake within the partnership, with
the financial terms of the transaction not being disclosed. JNJ previously
announced its intention to focus on the robotic surgery market through its
acquisition of Auris Health for $3.4 billion in February of 2019. The
acquisition gave JNJ access to Auris’ Monarch Platform (lung cancer
focus), which has already received FDA approval in March 2018.

Mandate Fit

Competitive Advantage: ISRG’s competitive advantage is clear as it has
been a pioneer in the robotic surgery market, being the market leading
player for over 20 years. da Vinci systems are viewed synonymously with
the term robotic surgery, and training for these systems have been
integrated into many residency/fellowship training programs for surgeons.
There are tens of thousands of trained active da Vinci surgeons globally
and the product has high patient awareness. The Company earns the
majority of its revenue through Instruments & Accessories (scalpels,
forceps, scissors, staplers etc.) which cost on average ~$1,500 per
procedure, with chips installed to ensure compliance with use standards.
This results in high-margin recurring revenue that is driven by overall
procedure growth and da Vinci system adoption. ISRG maintains vast
intellectual property rights over its product with upwards of 3,000 active
patents and clinical validation through numerous peer-reviewed
publications.

Strong Balance Sheet: ISRG uses no leverage in its capital structure
and maintains a substantial cash balance ($5.8B as of Q4 2019) as a
result of its high margin fundamentals. The Company allocates its cash
primarily for share repurchases, as well as tuck-in acquisitions should
they arise. Due to its lack of leverage and light capital intensity, ISRG fits
the CPMT mandate on the basis of balance sheet strength.

Quality Management: ISRG is led by an experienced management team
that has proven its ability to generate substantial shareholder value over
the past decade. Gary S. Guthard, Ph.D. leads the Company as CEO,
and has been with the Company since its inception in 1996. He has
experience being part of the core team that developed the foundational
technology for computer enhanced-surgery during his time at the Stanford
Research Institute. The Board is chaired by Lonnie M. Smith who
originally served as ISRG’s CEO from 1997 until 2010. The management
team is concentrated in medical expertise and has an underlying focus on
innovation and improving patient outcomes.

Growing Free Cash Flow: ISRG generates sustainable growing free
cash flow as a result of its competitive advantages outlined above and its
best-in-class EBITA margin of ~35%. Free Cash Flow has grown at a
CAGR of 19.0% over the past 10 years and we project ISRG to generate
upwards of $5B in FCF over the next three years.

Valuation

We arrive at a target price of $650 per share for ISRG based on a DCF
valuation which applies a terminal growth rate of 3.5% and a WACC of
7.2%. Operating margins are projected to compress slightly from current
levels due to higher SG&A costs and potential pricing pressure in the
future. ISRG has historically traded as one of the most expensive Med-
Tech names due to its monopoly status within the industry and valuation
remains the core concern considering the strong underlying
fundamentals. The Company currently trades at an LTM EV/EBITA of
48.2x, compared to a three-year average of 41.1x.

Investment Thesis & Risks

The CPMT currently views ISRG as a buy opportunity due to its clear
mandate fit, industry leading return on capital and margins, and growth
runway within the underpenetrated robotic surgery market. Continued
adoption within general surgery provides ample growth opportunities
within the U.S., and we believe that the Company has an (cont'd)
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Figure 5: Operating Leases as a % of Placements

Source: Company Presentation
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opportunity to penetrate other global developed markets to diversify its

revenue. New product introductions such as the Ion Flexible Catheter
Robotic System and the da Vinci Single-Port expand ISRG’s Total
Addressable Market (TAM) into new markets, such as diagnostics. Lastly,
an interesting trend of ISRG increasing its sales via operating leases has
allowed ISRG to leverage its balance sheet to give hospitals more access
to its da Vinci robotics systems. Clear risks exist around the impact of
future competition from MDT and Verb Surgical on ISRG’s growth and
margins. The Company has historically traded at a monopoly premium
and adverse competition could lead to multiple compression. However,
given the large TAM and ISRG’s entrenched position within hospitals and
surgeon training programs across the globe, we view the impact of
competition as limited and will need more visibility of the potential
competitive offerings to fully gauge the impact on ISRG’s valuation.
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JPMorgan Chase
Financials

NYSE: JPM

Market Outperform | Buy

December 31, 2019

Mahdis Sadeghi, Portfolio Manager

Dhruv Jindal, Investment Analyst

Return on Investment

Current Share Price $139.40

Target Price $146.00

Dividend Yield 2.6%

Holding Period Return 7%

Conviction Rating 2

Market Profile

52-Week Range $97.11 - $139.40

Shares Outstanding (mm) 3,136.49

Average 30-Day Volume (mm) 11.1

Market Capitalization (US$B) $437

Beta (5-Year Monthly) 1.11

Metrics 2020E 2021E 2022E

Net Interest Income (US$B) $69 $73 $78

Net Income (US$B) $41 $43 $45

EPS $11.68 $12.31 $12.99

P/E 12.3x 11.4x 11.0x

P/B 1.7x 1.6x 1.5x

BVPS $87.95 $95.41 $102.71

Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: FY2018 Net Income Breakdown

Source: Bloomberg, Company Filings
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Business Description

JPMorgan Chase (NYSE: JPM) is a leading global financial services firm
with $2.8 trillion in assets and a presence in over 100 countries. The
Company's business segments include Consumer and Community
Banking (CCB, 47% FY2018 of revenue, 12% growth YoY), Corporate
and Investment Banking (CIB, 33% of FY2018 revenue, 5% growth YoY),
Commercial Banking (CB, 8% of FY2018 revenue, 5% growth YoY), and
Asset and Wealth Management (AWM, 12% of FY2018 revenue, 2%
growth YoY). JPM is the largest U.S. bank by market capitalization in
comparison to its peers, Citigroup (NYSE: C), Bank of America (NYSE:
BAC), Morgan Stanley (NYSE: MS), and Wells Fargo (NYSE: WFC), and
is the sixth largest global bank by asset size.

Industry Analysis

JPM competes closely with BAC, C, and WFC in the U.S. Domestically,
JPM holds a market share of 14% in investment banking and securities,
9% in commercial banking, and 11% in retail banking. Although JPM
populates a market share minority, it is one of the single banks. Given the
high threat of substitution in the industry, JPM competes on quality and
product variety, as well as services, transaction execution, innovation,
reputation, and price. Commercial banking products, such as loans, are
interest sensitive whereby an increase in the overnight rate will result in
increased profitability due to a wider spread between interest earned and
paid. Offering a broader range of services allows JPM to offset the low-
interest rate environment in the U.S. by diversifying into products that are
less interest-sensitive. Through product diversification, JPM has been
able to sustain and increase its profitability throughout the current low rate
environment.

Management & Governance

James Dimon (Chairman & CEO): James Dimon has an extensive
history with the Company, having joined as CEO in 2005. Before joining
JPM, he was President and CEO of Bank One Corporation, which merged
with the Company in 2005. Dimon's strong leadership throughout the
2008 financial crisis and onward has driven JPM's increasingly strong
payout ratio.

Douglas Petno (CEO, Commercial Banking): Douglas Petno has been
with the firm for over 29 years. He became CEO of Commercial Banking
in 2012. Prior to his current role, he was Global Head of the Natural
Resources Investment Banking Group.

Daniel Pinto (CEO of Corporate & Investment Bank, Co-President &
COO): Daniel Pinto has spent his career at JPM and its predecessor
companies. In 2018, he was named Co-President and COO of the
Company, and has been the Corporate and Investment Bank CEO since
2014.

The CPMT acknowledges JPM's historical track record and believes it will
continue into the future. The Company's demonstrated ability to
successfully navigate the global financial crisis and deliver record returns
contributes to the Fund's views of management as a positive investment
factor. Insider ownership accounts for 0.4% of shares outstanding, but this
is neutral given JPM's large market capitalization.

Balance Sheet & Capital Adequacy

JPM's balance sheet indicates strength in the following ways: firstly, the
Tier 1 Common Equity ratio, a measure of financial strength from a
regulator's point of view, has increased 47% from 12% (cont'd)
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 Figure 2: JPM P/E vs Peer Average 

Peers: MS, BAC, C, WFC

Source: Bloomberg

Figure 3: FY2018 Capital Ratio Waterfall

Source: Company Filings

Figure 4: P/B vs ROTCE (Return on Tangible Common Equity)

Source: Bloomberg

Figure 5: Comparable Companies Table

Source: Bloomberg, Company Filings
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in 2015 to 17% in 2018. This is a significant improvement and
demonstrates the level of balance sheet adequacy JPM possesses. Next,
Tier 1 Leverage has remained consistent around 8% since 2015 (JPM's
regulatory minimum requirement is 4%). Lastly, deposits have increased
22% from 2015 to $1.6B. All three of these metrics trend positively,
indicating that JPM's balance sheet is not only healthy, but also continues
to strengthen.

Valuation

The CPMT values JPM's share price at $146 through a dividend discount
model (75% weight) and a peer group median P/BV and P/E (25%
weight), implying a 6% upside using modest assumptions.

JPM has historically traded at a premium to peers. The CPMT believes
this premium is warranted given JPM's historically consistent nature of the
premium (on a P/BV and P/E basis), strong balance sheet, dividend, and
superior competitive positioning. JPM's forward P/E and P/BV ratios are
13.4x and 1.8x, respectively, both slightly above peer group medians of
10.9x and 1.3x. These metrics' consistencies speak to JPM's track record
of value generation, proven by its 13% LTM Q3 2019 ROE (up 33% since
FY2015). JPM's current dividend payout ratio of 35% appears favorable in
comparison to the peer median of 26%. Given JPM's superior organic
earnings growth, consistent relative valuation, and competitive positioning
in the overall market, the CPMT deems JPM's valuation to be sufficiently
attractive.

Portfolio Fit, Investment Thesis & Risks

Over the past year, U.S. banks have significantly outperformed Canadian
banks, partly due to favourable U.S. fiscal policy. Over 2018, Canadian
banks returned 17%, whereas U.S. banks returned 30%. Given the
difference in performance, the CPMT has reconsidered its bank positions.
The CPMT's banking portfolio is Canadian-focused with Toronto-
Dominion Bank (TSX: TD) and the Bank of Nova Scotia (TSX: BNS) as
the current holdings. TD has significant exposure to the U.S., but JPM
offers the same U.S. exposure with the added benefits of international
diversification and larger market share. Diversification is advantageous as
it shields the top line from overexposure to lone risks.

The CPMT gives JPM a buy rating because its geographic and product
diversity, dominant market share, and strong management differentiate
the name from its peers and from current CPMT bank holdings. Although
JPM trades at a high valuation, the CPMT believes the premium is
justified due to the Company's quality. Additionally, JPM pays an
attractive dividend supplementing the holding period return.

Risks include a potential unfavorable shift in political or regulatory
environment impacting banking legislation or taxes, a significant increase
in consumer debt levels, and a generally weak market.

Market Data Valuation Metrics 2020E Valuation

Price Market Cap LTM EPS BVPS ROE
(1) Div. Yield Div. Payout P/E P/BV

Bank (US$/sh) (US$B) (US$/sh) (US$/sh) (%) (%) (%) (x) (x)

Citigroup $79.89 $174 $8.36 $82.90 5.1% 2.7% 23.6% 8.6x 1.0x

Bank of America $35.22 $317 $2.77 $27.32 9.5% 2.3% 24.1% 10.9x 1.3x

Morgan Stanley $51.12 $827 $5.20 $45.49 9.3% 2.9% 26.4% 8.9x 1.1x

Wells Fargo $53.80 $228 $4.04 $40.05 11.2% 3.9% 84.2% 11.3x 1.3x

JPMorgan Chase $139.40 $437 $10.44 $75.98 12.7% 2.7% 34.9% 12.3x 1.7x

Average 9.6% 2.9% 38.6% 10.4x 1.3x

Median 9.5% 2.7% 26.4% 10.9x 1.3x

(1) ROE is a three-year average
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Kimberly-Clark
Consumer Staples

NYSE: KMB
Market Outperform | No Action

December 31, 2019
Colton Borle, Portfolio Manager
Breanna Schollaardt, Investment Analyst

Return on Investment
Current Share Price $137.55
Target Price $157.00
Dividend Yield 2.94%
Holding Period Return 17%
Conviction Rating N/A

Market Profile
52-Week Range $114.62 - $149.23
Market Capitalization (US$mm) $49,165
Net Debt (US$mm) $7,305
Enterprise Value (US$mm) $56,470
Beta (5-Year Monthly) 0.66

Metrics 2019E 2020E 2021E
Revenue (US$mm) $18,526 $18,868 $19,249
EBITDA (US$mm) $3,812 $3,530 $3,601
EPS $6.14 $5.97 $6.09
EV/EBITDA 14.8x 16.0x 15.7x

Holding Period Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: Free Cash Flow Performance (US$mm)

Source: Company Filings, CPMT Estimates
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Business Description
Kimberly-Clark Corporation (NYSE: KMB) was established in 1872 in
Neenah, Wisconsin, and is a consumer staples company catering to both
enterprises and consumers. KMB offers mainly paper-based consumer
products including, Personal Care, Consumer Tissue, and K-C
Professional. Personal Care includes brands such as, Huggies, Kotex,
Poise, and Depends, while Kleenex, Cottonelle, and Scottex are brands
included in the Consumer Tissue segment. The Company has sales in
~175 countries worldwide and operates its business outside of North
America in two segments: (1) Developing and Emerging Markets (D&E)
and (2) Developed Markets. KMB's revenues are split nearly evenly
between North America and the rest of the world. Products are sold
through distributors and directly to supermarkets, mass merchandisers,
warehouse clubs, department stores, office buildings, and through other
distributors and e-commerce. Walmart (NYSE: WMT) is one of the
Company's largest customers, driving ~15% of net sales.
Industry Overview
While KMB has multiple competitors, its metrics fare the strongest. Its
main competitors include The Clorox Company, Church & Dwight, and
Proctor & Gamble (NYSE: CLX, CHD, PG). Although PG has a much
larger market capitalization and scale relative to KMB (US$309B versus
US$49B), KMB provides a higher ROIC (4.2% versus 32.3%). CLX and
CHD both offer strong metrics; however, both are less internationally
recognized and do not offer the same number of quality brands. KMB has
strong international reach, brand recognition, and attractive valuation as
compared to competitors (as shown in Figure 5 below).
Valuation
A 50/50 blended Gordon Growth (5.3% WACC and 1.5% terminal growth
rate) and EV/EBITDA exit multiple (15.1x) valuation were applied to reach
a target price of $157.00 for KMB. Due to a large recognition of savings
from the Global Restructuring Program in Q3 2019, earnings saw a
considerable increase. This increase has caused the 2019 period to
reflect much higher than previous earnings. While the program is set to
increase savings for the Company the forecasted periods were more
conservative in the potential savings gained. Valuation results are in-line
with conservative street estimates and generally match management
sales guidance.
Mandate Fit
While KMB is undertaking the necessary steps to drive growth in multiple
segments and has seen early promising results, the Fund believes it is
important to take the following points into consideration:
(1) Quality Management: Most members of KMB management are
relatively new to their current positions. Mr. Msu, President and CEO
(since January 2019), held various positions throughout the Company
prior to his current role. Ms. Lewis, CGO, joined KMB in 2019, offering
strong experience in the consumers industry. Prior experience includes
Johnson & Johnson and Coca-Cola Company (NYSE: JNJ, KO).
Considering the Company's plans for growth, Ms. Lewis is poised to be a
strong addition to the team.
(2) Competitive Advantages: KMB stands out in comparison with many
peers due to its global scale and brand offerings. Its main competitor, PG,
offers similar advantages, with 45% of net sales coming from North
America. While other competitors do not pose a significant (cont'd)
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Figure 2: Sales of Principal Products (US$B)

Source: Company Filings

Figure 3: Sustainability 2022 Goals

Source: Company Presentation

Figure 4: Net Income Performance

Source: Company Filings, CPMT Estimates

Figure 5: Comparable Company Performance

Source: Bloomberg, CPMT Estimates
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threat, competition between KMB and PG is fierce, leading to no clear
relative compeitive advantage for KMB.
(3) Strong Balance Sheet: In comparison with peers, KMB's Net
Debt/EBITDA is relatively in line (1.9x versus 2.0x), and offers a strong
ROA of 15.9%. In contrast, cash has sporadically been decreasing
throughout past quarters which is attributed to the restructuring programs
the Company is undertaking.
(4) Growing Free Cash Flow: Slow growth is primarily due to capex
associated with the Global Restructuring and FORCE programs. Q1 2019
illustrates this as Free cash Flow was reduced to $1mm (Figure 1).
Although the programs are largely complete, we believe free cash flow will
continue to be depressed by high pricing competition. KMB does not
adequately meet the mandate requirement for growing free cash flow at
this point.
Focus on Growth
KMB drives growth in multiple ways. Its three-pillar strategy aims to
elevate core businesses, focus on growth in D&E markets, and drive
digital marketing and e-commerce. Elevating core businesses focuses on
consumer feedback and launching diversified products. By highlighting
the personal care and K-C professional lines, KMB hopes to accelerate
growth in D&E markets. Multi-use products and low penetration pricing
offer the largest growth opportunities, specifically in D&E markets.
Investing heavily in digital marketing and positioning products for the
environment will help to improve customer engagement and deepen e-
commerce reach. The FORCE Program is focused on increasing overall
supply chain productivity and is a source of savings for the Company.
These savings are helping improve margins and fund growth initiatives. In
addition to the FORCE program, the Company announced its Global
Restructuring Program in January 2018. The program aims to streamline
the manufacturing supply chain to reduce costs and will help identify
inefficient manufacturing facilities for closure. As anticipated, this has
hindered all business segments and impacted net income and EPS. The
Restructuring Program is estimated to be complete in 2020 and will create
the Company ~$500mm in pre-tax savings. The restructuring thus far has
created positive results for KMB, with net income for Q3 2019 peaking at
the highest it has in years (Figure 4).
Outlook and Investment Thesis
KMB has a strong focus moving forward with its K-C Strategy 2022. The
strategy aims to elevate core businesses and accelerate growth in D&E
markets. In addition to cost saving programs, KMB is following the trend
of sustainability. Its strategy focuses on social impact, forests and fiber,
waste and recycling, energy and climate, and supply chain. The Company
compares its sustainability goals with that of the UN's Sustainable
Development Goals (SDG's) (Figure 3). As ESG has been recieving
greater attention across many industries, KMB is taking steps to make it a
focus. While KMB offers potential upside, the Fund prefers to monitor
performance as the restructuring program carries a high amount of
execution risk. Secondly, KMB does not offer out sized growth potential or
competitive positioning relative to its primary competitor, PG. The Fund
will reconsider our position if the Global Restructuring Program exceeds
expectations and the Company pursues a differentiated growth plan.
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Market Data
Price Market Cap EV Net Debt Net Debt/EBITDA EV/EBITDA P/E ROIC/WACC

Company Name ($/sh) ($mm) ($mm) ($mm) (x) (x) (x) (x)
Church & Dwight $70.35 $17,887 $19,678 $1,790 1.9x 19.4x 27.9x 0.4x
Proctor & Gamble $124.90 $309,422 $329,227 $19,805 2.4x 18.5x 24.5x 0.5x
Colgate-Palmoilve $68.84 $59,110 $64,740 $5,630 1.7x 16.7x 23.5x 2.9x
The Clorox Company $153.54 $19,504 $22,076 $2,572 2.0x 17.9x 25.2x 4.3x

Kimberly-Clark $137.55 $49,165 $56,470 $7,305 1.9x 13.6x 19.7x 4.3x
Average 2.0x 17.2x 24.2x 2.5x
Median 1.9x 17.9x 24.5x 2.9x

Valuation



Ross Stores
Consumer Discretionary

NASDAQ: ROST
Market Outperform | Buy

December 31, 2019

Lucas Peters, Portfolio Manager

Akash Sekar, Investment Analyst

Return on Investment

Current Share Price $116.42

Target Price $135.00

Dividend Yield 0.91%

Holding Period Return 17%

Conviction Rating 2

Market Profile

52-Week Range $88.31 - $122.62

Market Capitalization (US$mm) $41,781

Net Debt (US$mm) $2,331

Enterprise Value (US$mm) $44,112

Beta (5-Year Monthly) 0.87

Metrics 2019E 2020E 2021E

Revenue (US$mm) $14,983 $15,987 $16,999

EBITDA (US$mm) $2,371 $2,503 $2,689

EPS $4.26 $4.57 $5.01

EV/EBITDA 17.1x 15.9x 14.7x

Holding Period Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: Revenue (US$mm) & EPS

Source: Company Filings
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Business Description

Ross Stores (NASDAQ: ROST) is the largest off-price retailer in the U.S.
with 1,771 locations in 40 states. It operates two brands of off-price retail,
apparel, and home fashion stores: Ross Dress for Less and dd's
DISCOUNTS. ROST provides high-quality, name brand and designer
apparel, footwear, accessories, and home fashion. Ross provides
discounts of 20-60% off department and specialty store pricing, while dd's
DISCOUNTS sells moderately-priced merchandise with an average
discount of 20-70% compared to discount stores.

Industry Overview

ROST operates in the softline retail industry, selling Women's, Men's, and
Children's apparel. As of 2019, the apparel market is estimated to be
worth ~$285B, representing ~4.3% of retail sales. It has also seen sales
growth at a CAGR of 1.6% over the last 16 years, with per unit prices
declining ~13% over the same time period. The majority of apparel sales
comes from the women's segment (55%), followed by men's (27%) and
children (18%). While the market is highly fragmented, Walmart (NYSE:
WMT) and Amazon (NASDAQ: AMZN) control ~16% of the U.S. apparel
market. Within the softline retail industry, many department stores and
speciality retailers are losing market share to off-price retailers. Off-price
retailers are attractive to consumers due to their ability to sell top brands
at discounted prices, allowing them to take away market share from large
mall retailers and department stores especially in times of slow economic
growth. Department and specialty stores have also been facing declining
store traffic leading to additional store closures, which allows off-price
retailers, such as ROST and TJX Companies (NYSE: TJX), to gain
additional market share and increase store traffic.

Off-Pricing Overview

Off-pricers primarily acquire inventory through contracts with brands that
allow them to purchase excess inventory as well as other retailers and
department stores. They subsequently re-sell it to consumers at
significant discounts (20-70%). Off-pricers face favorable purchasing
environments when department and specialty stores struggle due to
economic volatility, unfavourable weather, fashion shifts, supply
distributions, and overproduction. Off-price retailers price goods at a
market clearing price (~$10 average unit revenue) to maintain low
clearance inventory while creating value and a "treasure hunt" experience
for its customers, despite scarce products and constant overhauls of
merchandise. As demand uncertainty increases, off-pricers benefit from
disruptions in the retail industry and are able to perform well even during
slow economic times, showcasing the defensive nature of the segment.

While e-commerce has been a fast growing segment within the softline
industry, it is not economically viable for companies like ROST due to the
discounted nature of off-price retailers and conservative merchandise
margins. The cost of picking, packing, and shipping a single item
averages $7.75 with most off-price retailers having a merchandise margin
of 35%, and an average unit revenue of $10. E-commerce would
therefore average a $4.25 loss per single item, illustrating how low
average unit revenues and thin margins make e-commerce unprofitable
for this segment.

Competitive Landscape

TJX Companies: TJX is the largest global off-price retailer by sales,
selling home fashion and clothing merchandise. It operates through four
main segments: MarMaxx, HomeGoods, TJX Canada, and (cont'd)
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Figure 2: Segmented Revenue Breakdown

Source: Company Filings

Figure 3: Total Stores and SSS Growth (%)

Source: Company Filings, CPMT Estimates

Figure 4: Geographic Store Concentration

Source: Company Filings
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TJX International. Within the U.S., TJX owns the T.J. Maxx and Marshall
chains that collectively have 2,221 stores. It also operates HomeGoods
which is an off-price retailer of home fashion with 579 stores in the U.S.
TJX Canada operates Winners, HomeSense, and Marshalls in Canada,
which offer both off-price apparel and home fashion. TJX International
operates across Europe with stores in the U.K., Ireland, Germany,
Poland, Austria, and the Netherlands.

Burlington Stores: BURL is a national off-price retailer that sells high-
quality, branded merchandise at everyday low prices. The Company
primarily sold coats and outerwear before expanding its store base and
diversifying its product lines in recent years. It now offers a large selection
of fashion-focused women's apparel, accessories, footwear, menswear,
youth apparel, baby, home, coats, beauty, toys, and gifts.

Mandate Fit

Balance Sheet: ROST maintains a strong balance sheet with a best-in-
class Net Debt/EBITDA of 0.75x. The Company showcases high liquidity
through a 1.7x current ratio and can effectively flip its inventory in 67 days
(versus peers' average of 82 days), highlighting its ability to provide
customers with a variety of products as fashion trends change. Given the
nature of its business model, ROST has runway to lever up to two turns if
it wanted to pursue more aggressive use of its balance sheet.

Growing FCF: Over the past five years, ROST has been able to achieve
a FCF CAGR of ~17%. Over the same time period, ROST has also been
able to keep a steady EBIT margin at ~14%, while growing EBIT at a
CAGR of ~7%. Going forward, ROST may see a reduction in growth in its
FCF due to an increase in capex for the construction of a new distribution
center.

Valuation: ROST is currently trading at an EV/EBITDA that is ~3 turns
higher than its three-year average and is in-line with its peers. Off-pricers
have historically traded at a premium in the softline retail industry.
However, due to its defensive nature, the CPMT believes that ROST is
deserving of this valuation given its history of consistent execution and
pro-shareholder distributions.

Competitive Advantage: Compared to its peers, TJX and BURL, ROST's
stores are concentrated in large purchasing markets, such as CA, TX, FL,
AZ, and IL, causing it to lead its competitor group in store concentration.
ROST's off-pricing model creates value for its customers both through the
various brands it offers, and also by catering to a variety of income levels
through Ross Dress for Less and dd's DISCOUNTS, which allow ROST to
reach a wider target market.

Management Team: ROST's management team has been able to
consistently create value for shareholders and maintain its total
shareholder return story. Accordingly, cash returns are a priority for the
management team, with nearly $1.5B being paid out through buybacks
and dividends in the last year. In addition to buybacks and dividends,
management identifies its uses of cash as being committed towards store
expansions, maintenance capex, and infrastructure investments.

Investment Thesis

ROST has continued to execute on its business strategy, deliver
shareholder value, and prove resilient to the cannibalization that e-
commerce has caused for a majority of the Consumer Discretionary
sector. The CPMT is moving forward with a buy recommendation, with the
expectation that ROST will continue to experience consistent SSS growth
in the mid-single digits, increased store traffic, and expansion into white-
space opportunities. We anticipate the Company will gain market share
from department and speciality stores that have been experiencing store
maturation. Furthermore, we expect ROST to face a more favorable
buying environment, allowing the Company to maintain a strong inventory
and stand out among its off-pricing peers.
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Return on Investment

Current Share Price $100.73

Target Price $131.00

Dividend Yield 1.67%

Holding Period Return 32%

Company Quality (CQ) Score 3.6

Conviction Rating N/A

Market Profile

52-Week Range $88.52 - $119.72

Market Capitalization (US$mm) $30,467

Net Debt (US$mm) $9,780

Enterprise Value (US$mm) $40,247

Beta (5-Year Monthly) 0.44

Metrics 2019E 2020E 2021E

Revenue (US$mm) $5,631 $5,997 $6,195

EBITDA (US$mm) $2,001 $2,167 $2,254

System Sales (US$mm) $52,568 $56,601 $58,976

EV/EBITDA 20.5x 18.9x 18.2x

Holding Period Trading Performance (Indexed to $100)

Source: Bloomberg

Figure 1: Revenue Mix (LHS in US$mm)

Source: Company Filings
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Business Description

Yum! Brands (NYSE: YUM) is a leading quick-service restaurant
company, with over 48,000 restaurants in 145 countries. Its three brands
are Kentucky Fried Chicken (KFC), Pizza Hut, and Taco Bell, which
operate in the chicken, pizza, and Mexican sub-sectors of the quick-
service restaurant industry, respectively. In 2018, YUM generated $49B in
system sales and opened over eight new restaurants per day. Over the
first three quarters of 2019, YUM has continued to see strong growth, with
9% YTD system sales growth and 7% YTD net new unit growth.

Business Model

YUM’s brand locations are a mix of (1) company-owned restaurants
(which are company-operated, with all sales retained as revenue) and (2)
franchises (which the Company allows other individuals and businesses
to run under its brand names in exchange for franchise fees). In October
2016, YUM began a three-year refranchising strategy to transform its
business model to be “more focused, more franchised, and more
efficient”. This initiative was completed in 2019, with the target 98%
franchised ratio achieved by year-end 2018. As a result, YUM’s revenue
mix shifted from being 68% company sales in 2015 to only 35% company
sales in 2018. Refranchising has been a common trend among players in
the quick-service restaurant industry, with Wendy's (NASDAQ: WEN),
Jack in the Box (NASDAQ: JACK), and McDonald's (NYSE: MCD) all
adopting similar initiatives over the past decade. Although refranchising
leads to lower revenue on an absolute basis, it improves margins, while
lowering operating leverage and capital intensity. Since refranchising,
YUM's total revenue has declined by 12%; however, its EBITDA margin
has improved from 16% to 18% between 2015 and 2018, resulting in an
39% increase in EBITDA. Capex as a percent of EBITDA has also
decreased from 24% in 2015 to 10% LTM. YUM’s largest master
franchisee is Yum! China (NYSE: YUMC), which was formed through a
spin-off of YUM’s China segment in 2016. YUMC pays YUM a continuing
3% fee on system sales in China, contributing $233mm of revenue to
YUM in 2018.

Segment Breakdown

KFC: KFC comprises the largest portion of YUM’s portfolio, making up
46% of revenue. It has the largest international presence of YUM’s three
brands (KFC system sales are over 80% international), with notable
success in China, in which it has over 6,000 restaurants. KFC is the most
mature business for YUM, especially in the highly saturated U.S. chicken
market; however, it continues to see accelerating growth internationally
with consistent mid-single-digit unit sales growth and high-single-digit
system sales growth. KFC has posted 17 consecutive quarters of same-
store sales (SSS) growth. The brand focuses on in-store execution, while
providing a combination of classic and innovative offerings at value price
points through deals and promotions. KFC’s two main peers in the
chicken industry are Chick-fil-A and Popeyes. While Chick-fil-A has the
largest domestic market share in the U.S. at 35% versus KFC’s market
share of 15%, KFC has the dominant position internationally, with system
sales of $26B, versus Chick-fil-A at $10B and Popeyes at $3.7B.

Pizza Hut: Pizza Hut is the world’s largest pizza restaurant by unit count,
but has been the most challenged segment of YUM’s portfolio over the
past few years in the face of increased competition and the rise of non-
pizza delivery (pizza delivery decreased 4% in 2018 versus a 22%
increase in non-pizza delivery). The Company has warned of continued
short-term turbulence as it pursues U.S. transformation and (cont'd)
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Figure 2: Revenue Segmentation

Source: Company Filings

Figure 3: System Sales (US$B)

Source: Company Filings, CPMT Estimates

Figure 4: Free Cash Flow and ROIC (LHS in US$mm)

Source: Bloomberg, Company Filings

Figure 5: YUM's ROIC/WACC vs Peers

Source: Bloomberg
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franchisee streamlining. Through YUM’s strategic alliance with Telepizza
in 2018, Pizza Hut holds the number one position in Latin American and
the Caribbean, with Telepizza now Pizza Hut’s largest master franchisee
globally. Pizza Hut’s largest competitive threat is Domino’s (NYSE: DPZ),
which has grown to exceed Pizza Hut in size, reporting system sales of
$16B in 2018 versus Pizza Hut at $12B.

Taco Bell: Taco Bell has had outstanding performance and growth,
combined with diligent brand management internationally. Despite only
making up 15% of YUM’s portfolio by unit count, Taco Bell represents
22% of system sales and 33% of operating profit. While Taco Bell has
doubled its international presence in the last five years, the U.S. still
accounts for 93% of units, therefore leaving significant room for
accelerated international momentum. Taco Bell is relatively competitively
insulated, with Chipotle as its only other significant peer in the Mexican
fast food industry. Both Taco Bell and Chipotle have been able to grow
their U.S. market shares concurrently, with Taco Bell increasing U.S.
market share from 41% in 2016 to 43% in 2018, and Chipotle growing its
U.S. market share from 17% in 2016 to 20% in 2018. Taco Bell’s business
model is built on value tiers combined with innovation around core
products. Taco Bell has posted 13 consecutive quarters of SSS growth.

Valuation Methodology

YUM was valued with a 10-year DCF, using a WACC of 5.0%. The target
price of $131.00 is based on a 50-50 blend of the Gordon Growth method
(using a 1.75% terminal growth rate) and an EV/EBITDA exit multiple of
20.0x. Forward revenue was forecasted using conservative growth rates
in line with management guidance. The primary drivers behind revenue
growth included net new unit growth rates and SSS growth rates for each
of KFC, Pizza Hut, and Taco Bell.

Investment Thesis

Strong Balance Sheet: YUM’s balance sheet reflects its shift towards
becoming a capital-light, pure-play franchisor. The number of company-
owned restaurants has been reduced from over 3,200 in 2014 to 856 in
2018, freeing up capital previously held in PP&E. Reduced capital
intensity and operational leverage resulting from its refranchising strategy
allows YUM to support higher levels of financial leverage. Accordingly,
YUM has altered its target capital structure to reflect its willingness to take
on higher levels of debt. Total Debt to LTM EBITDA is comfortably at 4.8x,
just below YUM’s target of 5.0x.

Growing Free Cash Flow: YUM has a solid long-term track record of
value creation, with a 7.4% FCF CAGR over the last four years.
Decreasing capital expenditures (reduced by 54% between 2014 and
2018) and G&A expenses (reduced from 2.3% of system sales to 1.8%
between 2014 and 2018) promote higher levels of FCF generation moving
forward. YUM also has a history of returning capital to shareholders,
executing on its three-year plan to return $6.5B - $7B to shareholders
through buybacks and dividends over 2017-2019. YUM has an
outstanding ROIC of 70.7% and a ROIC/WACC of 9.5x, which is well
above its quick-service restaurant peer group median ROIC/WACC of
2.3x, indicating effective capital allocation.

Competitive Advantage: In the highly competitive quick-service
restaurant industry, YUM mainly competes on brand recognition. YUM’s
portfolio of strong, highly recognized brands boast large market share,
with room for accelerated international growth. YUM has invested in
digital technologies to improve customer service and efficiency, including
in-store kiosks at 6,200 Taco Bell locations. In response to the industry
disruption created by third-party food delivery services, YUM invested
$200mm in GrubHub (NYSE: GRUB) for a 3% stake of the company in
early 2018. This investment allows delivery fees to be passed directly to
consumers, rather than being taken off the top of restaurant profits. This
means that YUM is one of the only companies who can pursue (cont'd)
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Figure 6: CEO Compensation Composition

Source: Company Filings

Figure 7: YUM's EV/NTM EBITDA vs Peers

Source: Bloomberg

Figure 8: YUM Capital Spending (US$mm)

Source: Company Filings, CPMT Estimates
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third-party delivery in a margin accretive manner. Although the GRUB
investment has strategic advantages, there is risk from exclusivity as
other third-party delivery platforms gain market share among both
consumers and competitors. This investment also exposes YUM to
GRUB’s share price, which has seen significant deterioration over 2019.
In Q3 2019 alone, losses from the GRUB investment lowered YUM's EPS
by $0.15.

Quality Management: YUM’s management team has a strong track
record of leading the Company through strategic transformations and
growth initiatives. Greg Creed served as YUM's CEO from 2015-2019,
with David Gibbs taking on the role of CEO as of January 1, 2020. In his
previous role as President and CFO, Gibbs led YUM through both its
refranchising initiative and spin-off of Yum! China. Additionally, each
member of management has ownership in YUM above their minimum
requirements, with the CEO holding 60.7x his base salary in stock in 2018
versus a minimum requirement of 7.0x. In 2018, CEO compensation
totalled $13.3mm and was composed of 67% long-term incentives (33%
cash compensation) and was 91% performance-based. We have
confidence in YUM’s incoming CEO, David Gibbs, and management’s
diligence in achieving operational efficiency and consistent growth.

Attractive Valuation: YUM is trading at 18.8x EV/NTM EBITDA versus
its peer average of 20.1x (peer group composed of NYSE: CMG, DPZ,
MCD, QSR, NASDAQ: DNKN, WEN). YUM has seen growth in valuation
multiples, according with its recent strong growth and operational
excellence. Over the past four years, it has garnered a slight premium to
its peer group. This growth coincides with YUM’s refranchising strategy,
as more heavily franchised companies tend to trade at higher multiples.
However, YUM’s share price dropped following its Q3 2019 earnings
release due to depressed EPS resulting from headwinds from its GRUB
investment and FX losses, combined with lower than expected growth in
the U.S. KFC and U.S. Pizza Hut segments. As a result, YUM’s multiple
has compressed to below its peer average and below intrinsic value,
creating an attractive entry point to initiate a position in the Company.

Portfolio Fit

YUM fits with the CPMT’s move towards a 50-50 weighted Canada-U.S.
portfolio, as well as our shift to defensive names. With a franchise-driven
business model, YUM has low operational leverage and outperformed the
S&P 500 by 4.5% during the 2008 Great Recession and by 10.3% during
the December 2018 Bear Market. There is reason to believe this would be
the case in future recessions as well. Although technically a consumer
discretionary name, YUM straddles the consumer staples sector, which is
less exposed to macroeconomic fluctuations. Consumers only cut down
eating-out spending slightly during economic downturns and quick-service
restaurants do not suffer as much as full-service restaurants.

Investment Recommendation

YUM consistently executes on its long-term algorithm of 3-4% unit growth
and 2-4% SSS growth, while its diversified business model, operational
efficiency, and international strength make it an attractive investment.
YUM offers a defensive consumer discretionary name with stable and
predictable growing cash flows and high visibility into ongoing earnings
growth. YUM’s current low valuation levels render this an opportune time
to enter a position. However, we are concerned about declines in the
Company’s U.S. Pizza Hut and KFC businesses and YUM's ability to
distinguish itself in a highly competitive environment, with consumers
increasingly placing more value on healthy food options. With
management transitioning to a new CEO in January 2020, we do not want
to immediately initiate a position, but will watch the name moving forward
to determine if YUM can outperform and continue to generate growth
under new leadership.
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Compliance and Performance

QUARTERLY PERFORMANCE

CPMT and Blended Benchmark Total Return 

(4%)

(2%)

0%

2%

4%

6%

8%

Oct-19 Oct-19 Nov-19 Dec-19

CPMT Blended Benchmark

CPMT and Blended Benchmark Sector Returns

(6%)

0%

6%

12%

18%

CPMT Blended Benchmark



Calgary Portfolio Management Trust December 31, 2019

FQ3 2020 Report Page 28

CPMT and Blended Benchmark Asset Breakdown
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Attribution Analysis (Quarterly)
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CPMT Attribution Analysis

Attribution Allocation Selection

FQ3 2020

CPMT 0.25% (3.27%) 3.52%

Communication Services (0.18%) 0.24% (0.41%)

Consumer Discretionary 0.35% (0.74%) 1.09%

Consumer Staples 0.38% 0.25% 0.13%

Energy 0.16% (0.02%) 0.17%

Financials 0.86% (0.29%) 1.15%

Health Care (1.14%) (0.89%) (0.25%)

Industrials 1.97% 0.63% 1.35%

Information Technology (1.79%) (1.81%) 0.02%

Materials 0.50% (0.04%) 0.53%

Not Classified 0.26% 0.27% (0.00%)

Real Estate (1.04%) (0.88%) 0.16%

Utilities (0.08%) 0.04% (0.11%)

1  Year Attribution Allocation Selection

CPMT 4.78% 2.09% 2.69%

Communication Services 0.10% 0.32% (0.22%)

Consumer Discretionary 0.85% (0.11%) 0.96%

Consumer Staples 0.91% 0.22% 0.69%

Energy (0.10%) (0.23%) 0.13%

Financials 0.60% 0.17% 0.42%

Health Care 0.62% 0.08% 0.54%

Industrials (0.44%) 0.04% (0.48%)

Information Technology 2.20% 1.25% 0.95%

Materials (0.13%) 0.50% (0.63%)

Not Classified (0.21%) (0.20%) (0.00%)

Real Estate 0.12% 0.00% 0.11%

Utilities 0.27% 0.03% 0.23%
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Compliance and Performance

LONG TERM PERFORMANCE

CPMT and Blended Benchmark Total Return (Annualized) 

CPMT and Blended Benchmark Composite Index Sharpe Ratios
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CPMT and Blended Benchmark Single Linear Regressions on Monthly Returns
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The CPMT Long Term Performance Targets

1 Year 3 Year 5 Year 10 Year 

Absolute Returns (annualized)

CPMT 
(1)

29.15% 5.73% 6.29% 5.63%

Relative Returns (bps)

Blended Benchmark 
(2)

488 (166) (28) (142)

Risk  Adjusted Returns (bps)

Blended Benchmark 
(3)

30 (27) (8) (5)

(1) Performance target of 7.0% annual returns.

(2) Performance target to exceed the Blended TSX & S&P 500 Benchmark by 100 bps.

(3) Performance target to exceed the Blended TSX & S&P 500 Benchmark by 100 bps on a risk adjusted basis.
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CPMT Long Term Performance Details 

1 Year 3 Year 5 Year 10 Year 

Annualized Return 

CPMT 29.15% 5.73% 6.29% 5.63%

Blended Benchmark 24.28% 7.39% 6.57% 7.05%

Annualized Volatility

CPMT 9.60% 9.45% 10.27% 10.56%

Blended Benchmark 9.96% 10.66% 11.12% 9.80%

Sharpe

CPMT 9.10 1.36 1.52 1.14

Blended Benchmark 7.74 2.03 1.87 1.77
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Appendix 1: CFA Code of Ethics

APPENDICES

The following is the CFA Code of Ethics to be complied with at all times by Fund Managers: 

• To act with integrity, competence, diligence, respect, and in an ethical manner with the public, 
clients, prospective clients, employers, employees, colleagues in the investment profession, and 
other participants in the global capital markets. 

• To place the integrity of the investment profession and the interests of clients above personal 
interests. 

• To use reasonable care and exercise independent professional judgment when conducting 
investment analysis, making investment recommendations, taking investment actions, and 
engaging in other professional activities. 

• To practice and encourage others to practice in a professional and ethical manner that will reflect 
credit on ourselves and the profession. 

• To promote the integrity and viability of the global capital markets for the ultimate benefit of society. 

• To maintain and improve their professional competence and strive to maintain and improve the 
competence of other investment professionals.
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Appendix 2: Account Activity

CPMT Transactions Log 

FQ1 Date of Sale Action Shares Purchase Price Sale Price Currency Capital Gain (CAD) Return

GIB.A 2-Apr-19 Sale 90 $47.72 97.74$            CAD $4,501.80 104.82%

IVV 2-Apr-19 Sale 77 $281.04 287.80$          USD $697.04 2.40%

MSFT 2-Apr-19 Buy 120 $119.20

AMGN 2-Apr-19 Buy 75 $192.09

MPC 10-Apr-19 Buy 230 $63.46

AAPL 10-Apr-19 Buy 75 $199.69

TIH 10-Apr-19 Sale 70 $33.96 68.92$            CAD $2,447.20 102.94%

IXC 10-Apr-19 Sale 360 $33.85 34.57$            USD $348.68 2.14%

IVV 10-Apr-19 Sale 45 $281.04 289.71$          USD $522.56 3.08%

AMGN 24-Apr-19 Buy 9 $179.09

IVV 24-Apr-19 Sale 6 $281.04 294.55$          USD $108.57 4.81%

Total CAD $9,457.04 13.14%

There were no transactions for FQ2. 

FQ3 Date of Sale Action Shares Purchase Price Sale Price Currency Capital Gain Return

TIH 2-Oct-19 Sale 230 $34.25 $62.92 CAD $6,594.10 83.71%

IVV 2-Oct-19 Purchase 38 $288.72

ADW.A 30-Oct-19 Sale 600 $11.04 $13.03 CAD $1,194.00 18.03%

CCL.B 30-Oct-19 Sale 140 $24.42 $54.30 CAD $4,183.20 122.36%

MFC 30-Oct-19 Sale 250 $20.31 $24.68 CAD $1,092.50 21.52%

IVV 30-Oct-19 Purchase 60 $304.59

IVV 7-Nov-19 Sale 50 $379.38 $310.15 CAD ($3,461.50) (18.25%)

CTAS 7-Nov-19 Purchase 60 $262.45

Total CAD $9,602.30 22.88%
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Appendix 2: Account Activity

Dividend Summary 

April, 2019 July, 2019

Equity Date DPS Credit (CAD) Equity Date DPS Credit (CAD)

T 1-Apr-2019 0.545 $185.30 T 2-Jul-2019 0.563 $191.25

TIH 3-Apr-2019 0.270 $81.00 TIH 3-Jul-2019 0.270 $62.10

CSU 5-Apr-2019 28.018 $336.22 ADW.A 5-Jul-2019 0.054 $32.28

ADW.A 5-Apr-2019 0.051 $30.78 CSU 8-Jul-2019 1.338 $16.06

AQN 15-Apr-2019 0.170 $187.14 AQN 15-Jul-2019 0.183 $201.22

BNS 26-Apr-2019 0.870 $319.29 BNS 29-Jul-2019 0.870 $319.29

TD 30-Apr-2019 0.740 $296.00 TD 31-Jul-2019 0.740 $296.00

Total $1,435.73 Total $1,118.20

May, 2019 August, 2019

Equity Date DPS Credit (CAD) Equity Date DPS Credit (CAD)

MA 9-May-2019 0.773 $51.71 DOL 9-Aug-2019 0.044 $13.20

DOL 10-May-2019 0.044 $13.20 MA 9-Aug-2019 0.409 $50.15

ABT 15-May-2019 0.429 $77.20 ABT 15-Aug-2019 0.424 $76.36

AAPL 16-May-2019 0.770 $78.06 AAPL 15-Aug-2019 0.770 $76.89

WCN 22-May-2019 0.215 $28.01 WCN 26-Aug-2019 0.212 $27.53

COST 24-May-2019 0.650 $61.50 Total $244.13

Total $309.68

June, 2019 September, 2019

Equity Date DPS Credit (CAD) Equity Date DPS Credit (CAD)

ENB 3-Jun-2019 0.738 $442.80 ENB 3-Sep-2019 0.738 $442.80

AMGN 7-Jun-2019 1.450 $159.52 AMGN 6-Sep-2019 1.450 $161.32

MPC 10-Jun-2019 0.530 $159.65 MPC 10-Sep-2019 0.530 $161.45

MSFT 13-Jun-2019 0.460 $72.29 MSFT 12-Sep-2019 0.460 $73.11

MFC 19-Jun-2019 0.250 $275.00 COST 13-Sep-2019 0.650 $60.26

IVV 21-Jun-2019 2.335 $191.49 MFC 19-Sep-2019 0.250 $275.00

SU 25-Jun-2019 0.420 $168.00 SU 25-Sep-2019 0.420 $168.00

CNR 28-Jun-2019 0.538 $134.38 BAM.A 30-Sep-2019 0.212 $79.49

CCL.B 28-Jun-2019 0.170 $57.80 CCL.B 30-Sep-2019 0.170 $57.80

BAM.A 28-Jun-2019 0.214 $80.31 CNR 30-Sep-2019 0.538 $134.38

Total $1,741.23 IVV 30-Sep-2019 1.955 $160.29

Total $1,773.90
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Account Activity Continued

Dividend Summary 

October, 2019

Equity Date DPSCredit (CAD)

T 1-Oct-2019 0.563 $191.25

TIH 2-Oct-2018 0.270 $62.10

ADW.A 4-Oct-2019 0.054 $32.28

CSU 7-Oct-2019 1.325 $15.90

AQN 15-Oct-2019 0.185 $203.85

BNS 29-Oct-2019 0.900 $330.30

TD 31-Oct-2019 0.740 $296.00

Total $1,131.68

November, 2019

Equity Date Rate Credit

DOL 8-Nov-2019 0.044 $13.20

MA 8-Nov-2019 0.433 $30.30

MA 8-Nov-2019 0.438 $9.64

AAPL 14-Nov-2019 1.023 $76.71

ABT 15-Nov-2019 0.422 $75.98

COST 15-Nov-2019 0.863 $60.44

WCN 26-Nov-2019 0.245 $31.81

Total $298.08

December, 2019

Equity Date Rate Credit

ENB 2-Dec-2019 0.738 $442.80

AMGN 6-Dec-2019 1.883 $158.16

MPC 10-Dec-2019 0.688 $158.29

MSFT 12-Dec-2019 0.662 $79.47

MFC 19-Dec-2019 0.250 $212.50

IVV 20-Dec-2019 2.664 $346.31

SU 24-Dec-2019 0.420 $168.00

CCL.B 27-Dec-2019 0.170 $34.00

CNI 30-Dec-2019 0.538 $134.38

BAM.A 31-Dec-2019 0.211 $78.96

Total $1,812.86
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